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June 30, 2005

The Honorable Donald L. Plusquellic
and Members of City Council
The City of Akron, Ohio

Dear Mayor Plusquellic and Council Members:

I am pleased to submit the Comprehensive Annual Financial Report (CAFR) of the City of
Akron for the year ended December 31, 2004. This report fully presents financial and operating
information about the City’s activities during 2004 that should be useful to citizens and
taxpayers. The report, prepared by the Department of Finance, contains a comprehensive
analysis of the City’s financial position and activities for the year.

Responsibility for both the accuracy of the presented data and the completeness and fairness of
the presentation, including all disclosures, rests with the City of Akron. To the best of our
knowledge and belief, the enclosed data is accurate in all material respects; it is presented in a
manner designed to fairly set forth the financial position and results of operations of the City as
measured by the financial activity of our various funds; and all disclosures necessary to enable
the reader to gain the maximum understanding of the City’s financial activities have been
included.

The department takes full responsibility for this report’s content and accuracy. The Audit and
Budget Division prepared all of the financial statements and assisted the external independent
auditors in their performance of the annual audit. The Treasurer’s Office of the Department of
Finance drafted the statistical section.

Generally accepted accounting principles (GAAP) require that management provide a narrative
introduction, overview, and analysis to accompany the basic financial statements in the form of
Management’s Discussion and Analysis (MD&A). This letter of transmittal is designed to
complement the MD&A and should be read in conjunction with it. The City of Akron’s MD&A
can be found immediately following the Independent Accountants’ Report. This CAFR is
designed in a manner to assist and guide the reader in understanding its contents. The report
consists of three sections:



e The Introductory Section, which includes this letter of transmittal, contains information
pertinent to the City’s management and organization, the Table of Contents, and the
GFOA Certificate of Achievement. References in this section to Note 1, Note 2, etc., are
to Notes to the Financial Statements contained in the Financial Section of this report.

e The Financial Section contains the Independent Accountants’ Report, Management’s
Discussion and Analysis, Basic Financial Statements, Required Supplementary
Information (RSI) and various other Statements and Schedules pertaining to the City’s
funds and activities.

e The Statistical Section contains numerous tables of financial and demographic
information. Much of this information is shown with comparative data for the ten-year
period from 1995 through 2004.

As background for the reader of this report, the City of Akron is a charter city. The City is the
fifth largest Ohio municipality in terms of population based on the 2000 Census population of
217,074. The City’s land area is approximately 62 square miles and is located in the northeastern
region of the state in the County of Summit.

The City is directed by a mayor and council form of government. Legislative authority is vested
in a 13-member Council, three members of which are elected at-large and ten by wards. The
Council determines the compensation of City officials and employees and enacts ordinances and
resolutions relating to City services, tax levies, appropriation and borrowing of money, licensing
and regulating businesses and trades, and other municipal purposes.

The Mayor is elected for a four-year term and has the responsibility as the City’s chief executive
and administrative officer. The Mayor may veto any legislation passed by Council. A veto may
be overridden by a two-thirds vote of all members of Council. The Director of Finance is
appointed by the Mayor and serves as the City’s chief financial officer and chief accounting
officer. The Director of Finance has comprehensive responsibility for the City’s fiscal activities,
including budget preparation and control, payroll and general accounting, investment and debt
management, purchasing, local income tax administration, information processing, and financial
reporting.

The City provides the full range of municipal services mandated by statute or charter, including
police and fire protection, parks, recreation, street maintenance, planning, zoning, and other
general government services. The City has management control of the following enterprise
activities: water, sewer, oil and gas development, golf course, airport, and off-street parking.
The City contributes to two state-administered retirement plans covering various groups of City
employees. The financial statements of these state-mandated plans are not included in the City’s
financial report as the plans are outside of our control and are independent of our financial
resources or influence.



Economic Conditions and Outlook

Major revenue sources for the City continue to be the City’s income tax, property taxes, local
fees, charges for services, and state shared local government revenue. The City’s cash income
tax collections increased by 3.2% in 2003 and experienced a slight decrease of 1.7% in 2004. On
a cash basis for 2004, property taxes in the general fund increased by 8.8% and the state’s local
government revenue to the City decreased by approximately 1%. The strengths of the local
economy are reflected by the growth over the past five years in the fields of medical and health
services, legal and professional services, communications, public utilities, and finance and
related service industries. Income tax receipts from the 12 largest economic sectors in the City
have increased just over 16% since 2000 and, combined, account for nearly 81% of total tax
collections. Receipts from the 13 fastest growing economic sectors have increased by more than
20%. No one sector makes up more than 17.5% of the total collected.

The number of building permits issued in 2004 decreased by approximately 12% over the
number of permits issued in 2003. Although the actual number of permits decreased, the dollar
value of all building permits increased by 13%. We anticipate large increases in permit
valuations over the next several years due to the following: the University of Akron’s area
expansion and development; the Akron Art Museum’s expected $26 million dollar investment;
and the Akron City School District’s estimated $800 million Community Learning Centers,
perhaps the most anticipated City-wide project, to be built over the next 15 years.

Despite the economy in 2004, the City of Akron finds itself in a healthy financial state and
continues to see economic growth. Relative to many other U.S. cities, Akron’s fiscal position is
very good considering it is one of only a few mid- to large-sized cities that has not been forced to
lay off employees. Our assessed valuation on real and personal property increased slightly by
0.83% for tax year 2004 (collection year 2005). The revenue collected from our four Joint
Economic Development Districts (JEDDs), approximately $13 million in 2004, is an additional
funding source to encourage and promote economic development and to secure a solid tax base.

Major Initiatives

One of the major initiatives for Akron continues to be the focus on our neighborhoods. Akron is
a community of families and a leader in organizations, activities and lifestyles that promote
strong families. Akron also must be an attractive place to live and work. Akron has received a
first-place national award in the America in Bloom competition for beautification and was also
ranked in the top 25 medium-sized metro areas for doing business in America by Inc., the
magazine for growing companies.

Akron has done an excellent job rehabilitating older homes. To be competitive, the City must
continue to provide a wide range of housing options for current residents and to attract those not
yet living in Akron. To accomplish that, a plan has been developed to invest more of the
community development money into land banking. This will provide more vacant land for
residential development. In addition, more dollars in the future will be dedicated to assist in the



construction of new homes. This would include expansion of the innovative partnership with the
Akron Public Schools (APS) and the Home Builders’ Association (HBA) where students work
side-by-side with professionals to construct new homes. This program, Education in Action,
provides needed hands-on training for students. APS students built their 10" home this year.
Also in the past year, with the help of HBA, the City designed and constructed 20 new homes in
the City, and is a partner with HBA to create 18 more new homes on Honodle Avenue in East
Akron.

Akron’s designation as an enterprise community, by the federal government, has generated
critical federal funds to assist neighborhoods. The housing petition and H.O.M.E. programs,
already part of the City’s economic growth program, are very successful. Neighborhoods petition
for special allocation of federal community development dollars which assist homeowners in
paying for home improvements and reduce assessments for public improvements. In 2004, the
City provided funding and contracted for the renovation of 72 homes, while demolishing 337
dilapidated residential and commercial structures.

In 2004, the Urban Neighborhood Development Corporation (UNDC) constructed 19 new
homes; in addition, the City sold 39 lots to private developers and non-profit organizations for
new housing. An additional commitment was made for more than $1 million in financial support
to assist in the construction and rehabilitation of 350 apartment units for low-income senior
housing. Akron also assisted 54 low-income elderly and/or disabled homeowners in 2004 with
emergency home repairs.

The City has a neighborhood partnership program for neighborhood groups to compete for grants
to do neighborhood improvement projects. In 2004, the City awarded 60 grants to neighborhood
organizations for after-school projects, beautification activities, arts programs, community
celebrations, and community involvement.

The City recently announced two exciting housing opportunities near the University of Akron
and an area called Northside. These two projects will happen in the near future, and they will
change the face of the central city.

The City, under the strong leadership of Mayor Donald L. Plusquellic, has received national
recognition during 2004 while he served as the President of the U.S. Conference of Mayors.
Mayor Plusquellic is also committed to regionalism, not only through the JEDDs but also by
developing strong ties with the mayor of Cleveland, Ohio—a major city that is approximately 35
miles north of Akron.

The City has been recognized nationally for our community's success in rebuilding downtown.
The National Civic League, the U. S. Conference of Mayors, Northern Ohio Live magazine, and
the Wall Street Journal have recognized our work. The completion of the Canal Park baseball
stadium in 1997, along with a 20-year commitment of the AA baseball team, the Akron Aeros,
has brought tremendous family entertainment—not only for Akron residents but also for the
entire region.

The success of the stadium has spurred the growth of other small businesses, restaurants and
entertainment clubs. With the help of the Downtown Akron Partnership (DAP) (a nonprofit
organization dedicated to bringing people, activity and business back downtown), serious
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marketing strategies were aimed at this wonderful attraction called Downtown Akron. Beginning
in 1999, the downtown business district formed a Special Improvement District (SID), whose
primary focus is to promote and further enhance downtown’s development.

The $51.8 million renovation of the Main Library was completed last year and it is now a state-
of-the-art facility for the 21* century. The Akron Art Museum is now undergoing an
approximate $26 million, 65,000-square foot expansion and will reopen in 2006.

The City is striving to make downtown a leisure location, not just a place to work. A new and
exciting project was announced in the Civic Theatre block, which is also known as the Lock 3
area. The City signed a letter of understanding for a development package with the Ferchill
Group of Cleveland that will create an urban retail and entertainment center adjacent to the Civic
Theatre. The agreement includes plans for construction of a new Main Street entrance to the
Civic Theatre.

The City completed a $1 million construction of an outdoor entertainment venue known as the
Lock 3 Park, which is located between the Civic Theatre and the O’Neil’s Building.
Programming for this venue began in May 2003, and includes live concerts, festivals, and other
special events, including a summer arts learning program for young people. Last year 100,000
visitors enjoyed events at this site.

These are just a few of the initiatives that, when taken together, contribute to the strength and
diversity of the City’s economy and make Akron one of the best places to live in America.

Reporting Standards

The City’s accounts are organized as funds. Each fund is a separate accounting entity with its
own self-balancing set of accounts, assets, liabilities, and fund balance/equity. Following are the
titles of these fund types with a brief description.

Governmental funds:

General Fund — The General Fund is the general operating fund of the City and was
appropriated. It is used to account for all financial resources traditionally associated with
government that are not required to be accounted for in another fund.

Special Revenue Funds — Special Revenue Funds are used to account for revenues derived
from specific taxes, grants, or other restricted revenue sources. City ordinances or federal or
state statutes specify the uses and limitations of each Special Revenue Fund. During 2004
the City had 38 Special Revenue Funds of which the following funds were appropriated:
Income Tax Collection, Emergency Medical Services, Special Assessment, Police Pension
Employer’s Liability, Fire Pension Employer’s Liability, Capital Investments Program (C.L.P.)
Operating, Street and Highway Maintenance, Street Assessment, Community Development, Air
Pollution Control, and Akron Metropolitan Area Transportation Study.

Debt Service Funds — Debt Service Funds are used to account for the accumulation of
resources for, and the payment of, general long-term debt principal, interest, and related
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costs. During 2004 the City had ten Debt Service Funds and only the General Bond Payment
Fund was appropriated.

Capital Projects Funds — Capital Projects Funds are used to account for financial resources
used for the acquisition or construction of major capital facilities other than those financed by
proprietary funds. During 2004 the City had ten Capital Projects Funds.

Permanent Funds — Permanent funds are used for the purpose of accounting for resources that
are legally restricted to the extent that earnings, and not principal, may be used for purposes
that support the reporting governments. The City does not have any permanent funds.

Proprietary funds:

Enterprise Funds — Enterprise funds are used to account for operations that are financed and
operated in a manner similar to private business enterprises, in that the intent of the
governing body is that the costs of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges. The City has six
separate enterprise finds.

Internal Service Funds — Internal service funds are used to account for the financing of goods
or services provided by one division or agency to other divisions or agencies of the
government, generally on a cost-reimbursement basis. The City has ten internal service
funds.

Fiduciary funds:

Private Purpose Trust Funds — Private purpose trust funds are used to account for other trust
arrangements which benefit individuals, private organizations, or other governments. During
2004 the City had three Private Purpose Trust Funds.

Agency Funds — Agency Funds are used to account for assets held by the City as an agent for
individuals, private organizations, and other governments. The City had one Agency Fund
during 2004.

Other Fiduciary Funds — Other fiduciary funds include pension trust funds and investment
trust funds. The City does not utilize any such Other Fiduciary Funds.

Basis of Accounting:

Except for budgetary purposes, the basis of accounting used by the City conforms to accounting
principles generally accepted in the United States of America (GAAP) as applicable to
governmental units and is consistent with Governmental Accounting Standards Board (GASB)
Cod. Sec. 1600, “Basis of Accounting.” All governmental funds are accounted for using a
current financial resources-current assets and current liabilities measurement focus. The
modified accrual basis of accounting is utilized for governmental funds. Revenues are
recognized when they are susceptible to accrual (both measurable and available). Expenditures
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are recognized when the related liability is incurred, except for interest on long-term debt which
is recorded when due.

The measurement focus on the City’s proprietary and fiduciary funds is on the flow of total
economic resources (all assets and liabilities). The accrual basis of accounting (revenues are
recognized when earned and expenses when incurred) is utilized by the City in its proprietary
funds.

The City’s basis of accounting for budgetary purposes differs from GAAP in that revenues are
recognized when received rather than when susceptible to accrual (measurable and available),
and encumbrances are included as expenditures rather than as reservations of fund balances.

For year ended December 31, 2001, the City implemented GASB Statement No. 33, Accounting
and Financial Reporting for Nonexchange Transactions, and GASB Statement No. 36, Recipient
Reporting for Certain Shared Nonexchange Revenues. Effective January 1, 2001, the City also
changed its financial reporting to comply with GASB Statement No. 34, Basic Financial
Statements and Management’s Discussion and Analysis for State and Local Governments and
GASB Statement No. 37, which amended GASB Statement No. 34. The government-wide
financial statements, including governmental activities, in order to comply with GASB Statement
No. 34, are presented on the full accrual basis of accounting. As part of the implementation of
GASB Statement No. 34, the City has opted for early implementation of infrastructure reporting.
In doing so, the historical cost of infrastructure assets (retroactive to 1979) is included as part of
the governmental capital assets reported in the government-wide financial statements. Thus, the
depreciated value of construction costs for roads, curbs and gutters, streets and sidewalks, and
drainage systems is reported. In conjunction with the implementation of GASB 34, the City has
also implemented GASB Statement No. 38, Certain Financial Statement Note Disclosures, which
rescinds some and modifies other financial statement disclosure requirements.

Accounting policies are further explained in Note 1 to the basic financial statements.

Debt Administration

City debt is maintained at realistic levels in relation to the overall financial condition and to
projected needs for public facilities and improvements. The ratio of net bonded debt to assessed

valuation and the amount of bonded debt per capita, as shown below, are useful indicators of the
City’s debt position.

NET BONDED DEBT
Ratio of Net
Bonded Debt Net Bonded
Net Bonded to Assessed Debt per
Year Debt Amount Value Capita
2004 $ 198,827,983 621% $ 916
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General obligation bonds are recorded in governmental activities in the government-wide
financial statements except those applicable to water, sewer, golf, and off-street parking, which
are recorded in the applicable enterprise funds in the fund financial statements and in business-
type activities in the government-wide financial statements.

Outstanding general obligation bonds at December 31, 2004 totaled $189,831,445. In addition,
$50,324,318 of special assessment bonds and notes were outstanding. Therefore, the City had a
total of $240,155,763 of long- and short-term general obligation debt at the end of 2004. The
debt management plan of the City involves the issuance of bonds to convert eligible bond
anticipation notes and the continuation of the self-imposed limitation on new note and bond
issuance to a level that can be retired with capital budget funds without compromising the five-
year investment program.

Cash Management

Effective cash management is recognized as essential to good fiscal management. The primary
objectives of the City’s investment activities are the preservation of capital and the protection of
investment principal. The Treasurer’s Office within the Department of Finance invests all cash,
following the City’s own investment ordinance, in various securities which consist of fixed-rate
City bonds and notes, certificates of deposit, fully collateralized repurchase agreements, and U.S.
government obligations. The City’s investment ordinance was modified in late 1986 to take
advantage of State of Ohio investment opportunities. However, the local investment policy
continues to be conservative with the highest priority given to safeguarding assets. For 2004,
investment interest income averaged a yield of 2.35% compared to a yield of 2.54% in 2003.
The interest earnings are maximized by investing to projected payment dates on a competitive
bid basis and by investing bank balances daily. This resulted in an average book balance
investment of 121.90%.

Risk Management

The City has been self-insured for liability coverage for non-auto-related incidents since 1985.
This program was established in response to the dramatic rise in premiums in the mid-1980’s and
the increases in exclusions written into standard insurance policies. Additionally, the City is
primarily self-insured for employee medical benefits, including major medical, dental, and vision
care. This has proven to be the most cost-effective program for this type of coverage. The City
also has in place reserve funds for workers’ compensation and medical benefits. For other types
of coverage, such as property insurance, airport liability, employee life, auto liability, and boiler
and machinery coverage, the City has secured traditional insurance. The City is assisted in its
insurance program by an independent consulting firm that writes no insurance but has expertise
in the insurance industry. The City relies on the advice offered by the consultant in securing any
insurance.
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Independent Annual Audit

We appreciate the cooperation of State Auditor Betty Montgomery and her staff in completing
the City’s audit in a timely and highly professional manner.

Certificate of Achievement for Excellence in Financial Reporting

The Government Finance Officers Association of the United States and Canada (GFOA) awarded
a Certificate of Achievement for Excellence in Financial Reporting to the City of Akron, Ohio,
for its Comprehensive Annual Financial Report for the fiscal year ended December 31, 2003.

The Certificate of Achievement is a prestigious national award, recognizing conformance with
the highest standards for preparation of state and local government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily
readable and efficiently organized comprehensive annual financial report, whose contents
conform to program standards. Such a CAFR must satisfy both generally accepted accounting
principles and applicable legal requirements. A Certificate of Achievement is valid for a period
of one year only. The City of Akron, Ohio, has received Certificates of Achievement for the last
20 consecutive years (1984 through 2003). We believe our current report continues to conform
to the Certificate of Achievement program requirements, and we are submitting it to GFOA.
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The 2004 Comprehensive Annual Financial Report could not have been accomplished without
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Manager, and his staff for the many hours of quality service they have provided to the City in the
formulation of this report. I further wish to thank you, Mayor, for continuing to provide to the
department the necessary support and leadership required to enhance the City’s overall fiscal
position and its financial reporting practices. We trust that this timely, complete, and fully
readable Comprehensive Annual Financial Report satisfies your needs and those of City Council
for responsible financial planning and reporting.

Respectfully,
@/MW@W@W
Diane L. Miller-Dawson -

Director of Finance
DLMD/dmu
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Auditor of State
Betty Montgomery

City of Akron

Summit County

166 South High Street
Akron, Ohio 44308

To the City Council:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Akron, Summit
County, Ohio, (the City) as of and for the year ended December 31, 2004, which collectively comprise the
City’s basic financial statements as listed in the Table of Contents. These financial statements are the
responsibility of the City’s management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in the Comptroller General of the United
States’ Government Auditing Standards. Those standards require that we plan and perform the audit to
reasonably assure whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the City of Akron, Summit County, Ohio, as of December
31, 2004, and the respective changes in financial position and cash flows, where applicable, thereof for
the year then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated June 30, 2005,
on our consideration of the City’s internal control over financial reporting and our tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements and other matters. While we
did not opine on the internal control over financial reporting or on compliance, that report describes the
scope of our testing of internal control over financial reporting and compliance and the results of that
testing. That report is an integral part of an audit performed in accordance with Government Auditing
Standards. You should read it in conjunction with this report in assessing the results of our audit.

The management’s discussion and analysis and the budgetary comparison for the General Fund,
respectively are not a required part of the basic financial statements but are supplementary information
accounting principles generally accepted in the United States of America requires. We have applied
certain limited procedures, consisting principally of inquiries of management regarding the methods of
measuring and presenting the required supplementary information. However, we did not audit the
information and express no opinion on it.

101 Central Plaza South / 700 Bank One Tower / Canton, OH 44702
Telephone: (330) 438-0617 (800) 443-9272 Fax: (330) 471-0001
www.auditor.state.oh.us
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City of Akron

Summit County

Independent Accountants’ Report
Page 2

We conducted our audit to opine on the financial statements that collectively comprise the City’s basic
financial statements. The introductory section, combining nonmajor fund statements and schedules and
statistical tables provide additional information and are not a required part of the basic financial
statements. We subjected the combining nonmajor fund statements and scheduled to the auditing
procedures applied in the audit of the basic financial statements. In our opinion, this information is fairly
stated in all material respects in relation to the basic financial statements taken as a whole. We did not
subject the introductory section and statistical tables to the auditing procedures applied in the audit of the
basic financial statements and, accordingly, we express no opinion on them.

Tousty hawtgminy

Betty Montgomery
Auditor of State

June 30, 2005

18



CITY OF AKRON, OHIO
MANAGEMENT’S DISCUSSION AND ANALYSIS

Management’s discussion and analysis of the City of Akron, Ohio financial performance
provides an overview of Akron’s financial activities for the fiscal year ended

December 31, 2004. Please read it in conjunction with the transmittal letter on page 7
and the City’s financial statements, which begin on page 34.

FINANCIAL HIGHLIGHTS

e The assets of the City of Akron, Ohio exceeded its liabilities at December 31,
2004 by $637,153,367 (net assets). Of this amount $314,697,246 is restricted for
debt service.

e The governmental activities’ total net assets decreased $4,488,833 and the
business-type activities’ total net assets increased $4,854,013 for a net increase in
the City’s total net assets of $365,180.

e As of the close of the current fiscal year, the City of Akron’s governmental funds
reported combined ending fund balances of $222,135,806, an increase of
$182,057,031 in comparison with the prior year.

e At the end of the current fiscal year, unreserved fund balance for the general fund
was $12,516,302, or 9.27% of total general fund expenditures, and a 5.17%
decrease compared to the prior year.

e The City of Akron’s total long-term debt increased by $209,516,840 (44.51%)
during the current year. During the year the City of Akron issued $53,588,000 of
G.0O. Notes and retired $23,755,000 of these notes for a balance of G.O Notes
outstanding of $29,833,000.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City of Akron’s
basic financial statements. The City of Akron’s basic financial statements are comprised
of the following: 1) government-wide financial statements, 2) fund financial statements,
and 3) notes to the financial statements. This report also contains required and other
supplementary information in addition to the basic financial statements themselves.

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad overview of the City of Akron’s finances in a
manner similar to a private sector business.

The statement of net assets presents information on all of the City of Akron’s assets and
liabilities, with the difference between the two reported as net assets. Over time,
increases or decreases in net assets may serve as a useful indicator of whether the
financial position of the City of Akron is improving or deteriorating.
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The statement of activities presents information showing how the City’s net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon
as the underlying event giving rise to the change occurs, regardless of the timing of
related cash flows. Thus, revenues and expenses are reported in this statement for some
items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes
and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the City of
Akron that are principally supported by taxes and intergovernmental revenues
(governmental activities) from other functions that are intended to recover all or a
significant portion of their costs through user fees and charges (business type activities).
The governmental activities of the City of Akron include general government, public
service, public safety, community environment, public health and recreation and parks.
The business-type activities of the City of Akron include water, sewer, oil and gas, golf,
airport and off-street parking operations.

The government-wide financial statements can be found on pages 34 — 35 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities or
objectives. The City of Akron, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the City of Akron can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial
statements. However, unlike the government-wide financial statements, governmental
fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as on balances of spendable resources available at the end of the fiscal
year. Such information may be useful in evaluating a government’s near-term financing
requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental fund
balance sheet and the governmental fund statement of revenues, expenditures, and
changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

The City of Akron maintains 59 individual governmental funds. Information is presented
separately in the governmental fund balance sheet and in the governmental fund
statement of revenues, expenditures, and changes in fund balances for the General Fund,
Community Learning Centers Fund, CLC Bond Payment Fund and the Economic
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Development Fund, which are considered to be major funds. Data from the other
governmental funds are combined into a single, aggregated presentation. Individual fund
data for each of these nonmajor governmental funds is provided in the form of combining
statements elsewhere in this report.

The City of Akron adopts an annual appropriated budget for its General Fund, and for
some special revenue, debt service, enterprise and internal service funds. The General
Fund budgetary schedule (non-GAAP budgetary basis) has been provided as Required
Supplementary Information (RSI) to demonstrate compliance with this budget.

The basic governmental fund financial statements can be found on pages 36-39 of this
report.

Proprietary funds. The City of Akron maintains two different types of proprietary funds.
Enterprise funds are used to report the same functions presented as business-type
activities in the government-wide financial statements. The City of Akron uses enterprise
funds to account for its water, sewer, oil and gas, golf, airport, and off-street parking
operations. Internal service funds are an accounting device used to accumulate and
allocate costs internally among the City of Akron’s various functions. The City of Akron
uses internal service funds to account for its vehicle maintenance, medical self-insurance,
workers’ compensation self-insurance, other self-insurance costs, storeroom (providing
City-wide copy center, mailing operation and central storeroom), management
information systems (responsible for all data processing and computer operations of the
City), telephone system (with outside cable plant consisting of underground and aerial
wires and telephone cables), and engineering bureau (responsible for design and
construction for city streets, sidewalks, sewer and water utilities, bridges, and city
facilities). Because most of the internal services predominantly benefit governmental
rather than business-type functions, they have been included within the governmental
activities in the government-wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide
separate information for the Water and Sewer operations, both of which are considered to
be major funds of the City of Akron. Conversely, the internal service funds are combined
into a single aggregated presentation in the proprietary fund financial statements.
Individual fund data for the nonmajor enterprise and the internal service funds is
provided in the form of combining statements elsewhere in this report.

The basic proprietary fund financial statements can be found on pages 40 — 45 of this
report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit
of parties outside the government. Fiduciary funds are not reflected in the government-
wide financial statements because the resources of those funds are not available to
support the City of Akron’s own programs. The accounting used for fiduciary funds is
much like that used for proprietary funds.
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The basic fiduciary fund financial statements can be found on pages 46 — 47 of this
report.

Notes to the financial statements. The notes provide additional information that is
essential to a full understanding of the data provided in the government-wide and fund
financial statements. The notes to the financial statements can be found on pages 48-90
of this report.

Other information. In addition to the basic financial statements and accompanying
notes, this report also presents certain Required Supplementary Information (RSI)
concerning the City of Akron’s General Fund budgetary comparison. Required
Supplementary Information (RSI) can be found on pages 91-94 of this report.

The combining statements referred to earlier in connection with nonmajor governmental
funds, enterprise funds and internal service funds are presented immediately following
the Required Supplementary Information (RSI) and can be found on pages 95-146 of this
report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of a government’s
financial position. In the case of the City of Akron, assets exceeded liabilities by
$637,153,367 at the close of the most recent fiscal year.

By far the largest portion of the City of Akron’s net assets reflects its investment in
capital assets (e.g., land, buildings, machinery, and equipment), less any related debt used
to acquire those assets that is still outstanding. The City of Akron uses these capital assets
to provide services to the citizens; consequently, these assets are not available for future
spending. Although the City of Akron’s investment in its capital assets is reported net of
related debt, it should be noted that the resources needed to repay this debt must be
provided from other resources, since the capital assets themselves cannot be used to
liquidate these liabilities.

An additional portion of the City of Akron’s net assets (49%) is restricted for the
payment of debt service.

The City’s net assets increased by $365,180 during the current year. The net assets of the

governmental activities decreased $4,488,833 and business-type activities increased
$4,854,013.
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Summary Statement of Net Assets
as of December 31, 2003 and 2004
(in thousands)

Governmental Activities Business-type Activities Total

2003 2004 2003 2004 2003 2004
Assets:
Current and other assets $ 130,107 $ 439452 $ 39,301 $ 46,709 $ 169,408 $ 486,161
Capital assets 663,606 - 681,568 450,682 456,347 1,114,288 1,137,915
Total assets $ 793,713 $ 1,121,020 $ 489,983 $ 503,056 $ 1,283,696 $ 1,624,076
Liabilities:
Long-term liabilities 371,385 580,239 144,336 153,414 515,721 733,653
Other liabilities 107,327 230,269 23,860 23,001 131,187 253,270
Total liabilities $ 478712 $ 810,508 $ 168,196 $ 176,415 $ 646,908 $ 986,923
Net assets:
Invested in capital assets
net of related debt 342,938 347,553 298,087 305,497 641,025 653,050
Restricted 40,319 305,807 9,238 8,890 49,557 314,697
Unrestricted (68,256) (342,848) 14,462 12,255 (53,794) (330,593)
Total net assets $ 315,001 $ 310,512 $ 321,787 $ 326,642 $ 636,788 $ 637,154

Governmental activities. Expenses exceeded revenues by $4,167,000.

For the governmental activities the unrestricted deficit results from having insufficient assets set side for
long-term obligations such as compensated absences. The City finances such obligations on a year-to-year
basis as they come due and must be paid. The deficit is also a result of having ongoing capital projects that
are debt financed.

The following table shows total revenues for 2004 were $13,662,000 higher than the prior year. Income tax
revenue increased $12,550,000 over 2003. For the remaining revenues there was a increase of $1,112,000
over 2003. Expenses for 2004 were $15,997,000 higher than 2004. The higher expenses were primarily in
community environment, interest on debt and public safety.

23



Changes in Net Assets
For Fiscal Year Ended December 31, 2003 and 2004

(in thousands)

Governmental Activities Business-type Activities Total
2003 2004 2003 2004 2003 2004
Revenues:
Program revenues:
Charges for services $ 31,010 $ 32,726 $ 64,326 $ 73,567 $ 95,336 $ 106,293
Operating grants and contributions 18,489 18,799 - - 18,489 18,799
Capital grants and contributions 28,011 26,959 15,867 11,952 43,878 38,911
General revenues:
Income taxes 101,802 114,352 - - 101,802 114,352
Property taxes 30,374 28,194 - - 30,374 28,194
JEDD revenues 12,084 13,607 - - 12,084 13,607
Investment earnings 1,032 2,620 93 109 1,125 2,729
Shared revenues 31,105 32,235 - - 31,105 32,235
Miscellaneous 11,110 9,187 1,409 2,768 12,519 11,955
Total revenues $ 265,017 $ 278,679 $ 81,695 $ 88,396 $ 346,712 $ 367,075
Expenses:
General government $ 41,986 $ 33,154 $ - $ - $ 41,986 $ 33,154
Public service 56,240 57,321 - - 56,240 57,321
Public safety 101,498 106,915 - - 101,498 106,915
Community environment 17,366 25,985 - - 17,366 25,985
Public health 17,534 16,556 - - 17,534 16,556
Recreation and parks 4,895 5,035 - - 4,895 5,035
Interest on debt 17,723 27,403 - - 17,723 27,403
Unallocated depreciation 9,607 10,477 - - 9,607 10,477
Water - - 35,835 37,959 35,835 37,959
Sewer - - 32,068 37,798 32,068 37,798
Oil & gas - - 224 286 224 286
Golf course - - 1,303 1,366 1,303 1,366
Airport - - 576 713 576 713
Off-street parking - - 5,127 5,638 5,127 5,638
Total expenses 266,849 282,846 75,133 83,760 341,982 366,606
Changes in net assets before special
items and transfers (1,832) (4,167) 6,562 4,636 4,730 469
Gain (loss) on sale of capital assets - (107) 56 4 56 (103)
Transfers (594) (214) 594 214 - -
Changes in net assets $ (2,426) $ (4,488) $ 7,212 $ 4,854 $ 4,786 $ 366
Net assets - beginning 317,427 315,001 314,575 321,788 632,002 636,789
Net assets - ending $ 315,001 $310,513 $ 321,787 $ 326,642 $ 636,788 $ 637,155
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Expenses and Program Revenues - Governmental Activities
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This chart shows the revenue generated by the various programs of the City of Akron and
the expenses relating to each program. The majority of the revenue that funds these
programs is reported in the financial statements as general revenues (e.g., income and
property taxes).
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Revenues by Sources Governmental Activities

Other revenues 9% harges for services 12%

Shared revenues 12%
Grants and contributions 16%

Property taxes 10%

Income taxes 41%

Business-type activities. Business-type activities increased the City of Akron’s net assets
by $4,854,013. Program revenues increased by $5,326,000 over the prior year due to
higher revenues in the Water and Sewer Funds. Capital grants and contributions were
lower than the prior year by $3,915,000. The majority of this decrease was attributed to
the Off-Street Parking fund. In the Water Fund, expenses were $2,124,000 higher than in
the previous year and in the Sewer Fund, expenses were $5,730,000 higher than the
previous year.

FINANCIAL ANALYSIS OF THE GOVERNMENTAL FUNDS

As noted earlier, the City of Akron uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.

Governmental funds. The focus of the City of Akron’s governmental funds is to provide
information on near-term inflows, outflows, and balances of spendable resources. Such
information is useful in assessing the City of Akron’s financing requirements. In
particular, unreserved fund balance may serve as a useful measure of a government’s net
resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the City of Akron’s governmental funds reported

combined ending fund balances of $222,135,806, an increase of $182,057,031 in
comparison to the prior year. The unreserved fund balance at the end of the current year
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is $184,863,406. The remainder of fund balance is reserved to indicate that it is not
available for new spending because it has already been committed (1) to liquidate
contracts and purchase orders of the prior period ($27,994,877) and (2) to reserve for
loans receivable ($9,277,523).

The General Fund is the chief operating fund of the City of Akron. At the end of the
current fiscal year, unreserved fund balance of the General Fund was $12,516,302, while
the total fund balance is $14,196,986. As a measure of the General Fund’s liquidity, it
may be useful to compare both unreserved fund balance and total fund balance to total
fund expenditures. Unreserved fund balance represents 9.27% of total General Fund
expenditures, while total fund balance represents 10.52% of that same amount.

The fund balance of the City of Akron’s General Fund decreased by $234,942 during the
current fiscal year. Key factors in this decrease are as follows:

e Revenues as a whole increased, $4,572,450 (3.45%) over the prior year.
Expenditures increased $8,556,175 (6.77%) during the current year.

e For the year, General Fund revenues were greater than expenditures by
$2,228,782.

e Transfers out of $2,463,724 exceeded the net change of revenues over
expenditures by $234,942.

The Community Learning Centers Fund has a total fund balance of $137,234,815. The
net increase in the Community Learning Centers Fund from the prior year was
$137,586,581. The increase in fund balance is due mainly to the following:

e The proceeds of Special Revenue Bonds of $130,589,776

The CLC Bond Payment Fund was established in 2004 to account for revenues and
expenditures including debt service for the community learning centers.

e For the year expenditures were greater than revenues by $15,923,895

e The proceeds of Special Revenue Bonds and the related premium of $92,669,215
offset the deficiency of $15,923,895 by netting to a change in fund balance of
$76,745,320.

The Economic Development Fund has a negative fund balance of $26,955,736.

e Expenditures and transfer out were greater than revenues and bond proceeds by
$4,738,846. Projects in this fund are financed by various sources of revenues
including bond proceeds. In general after the project has been completed the City
will issue bonds to pay for the cost of the project. Since the City of Akron, Ohio
issues debt only after the project is completed this fund will continue to have a
deficit balance.
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Expenses and Program Revenues - Business Type Activities
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This chart shows the revenue generated by the various business-type activities of the City
of Akron and the expenses relating to each activity. The majority of the revenue that
funds these activities is reported in the financial statements as charges for services.
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Revenues by Sources - Business-type Activities

Other revenue 3%
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Proprietary funds. The City of Akron’s proprietary funds provide the same type of
information found in the government-wide financial statements, but in more detail.

Unrestricted net assets of the Water fund at the end of the year were $3,086,039; for the
Sewer fund, $10,757,810; and for the Off-Street Parking fund, ($749,086). Net loss for
the Water and Sewer Funds were $18,722 and $659, respectively and net income for the
Off-Street Parking fund was $5,525,247. Other factors concerning the finances of these
funds have already been addressed in the discussion of the City of Akron’s business-type
activities.

GENERAL FUND BUDGETARY HIGHLIGHTS

During the year, revenues and other sources did not meet budgetary estimates by
$2,771,225 (1.96%). Income taxes were $2,045,839 less than budget, while State taxes
did not meet budgetary estimates by $3,233,636. This was primarily due to lower than
budgeted receipt of inheritance tax revenue. Other revenues exceeded budgetary
estimates by $8,127,514.

The revised expenditures and other uses final budget amount increased slightly,
$612,400 (0.41%) over the original budget amount. The actual amount of expenditures
and other uses were $3,466,786 (2.32%) less than the final amended budget. In the Fire
and Police Departments, expenditures were less than budget by $880,773 and $596,026,
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respectively. Most of this is attributed to expenditures for wages and benefits; they were
lower than the budgeted amounts.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital assets. The City of Akron’s investment in capital assets for its government and

business-type activities as of December 31, 2004, amounts to $1,137,914,475 (net of
accumulated depreciation). This investment in capital assets includes land, buildings,
improvements other than buildings, equipment, and infrastructure. The total increase in

the City of Akron’s investment in capital assets for the current fiscal year was 2.12% (a

2.71% increase for governmental activities and a 1.26% increase for business-type

activities).

Major capital asset events during the current fiscal year included the following:

Land
Construction in
progress
Buildings
Improvements
Equipment
Infrastructure

City of Akron

Capital Assets
(net of accumulated depreciation)

Construction of the Copley Road Soccer Complex -$2,743,000.
Construction of the Pickle Road Sports Complex - $2,197,000.
Continued development of the Ascot Industrial Park Phase 2 -$2,393,000.
Replacement of water mains -$5,071,000.

Governmental Activities Business-type Activities Total
2003 2004 2003 2004 2003 2004
$148,032,075  $149,313,336 $26,549,774  $26,463,028 $174,581,849 $175,776,364
92,911,515 59,538,957 38,087,335 29,747,482 130,998,850 89,286,439
119,865,580 124,286,215 74,786,772 81,117,981 194,652,352 205,404,196
65,813,044 76,513,287 238,451,485 237,211,465 304,264,529 313,724,752
14,923,831 13,968,544 6,147,584 5,579,089 21,071,415 19,547,633
222,059,822 257,947,965 66,659,081 76,227,126 288,718,903 334,175,091
$663,605,867  $681,568,304 $450,682,031  $456,346,171 $1,114,287,898  $1,137,914,475

Additional information on the City of Akron’s capital assets can be found in Note 1. G.

on page 54 and Note 7 starting on page 62.
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Long-term debt. At the end of the current fiscal year, the City of Akron had total debt
outstanding of $680,256,809. All general obligation and special assessment bonds and
notes are backed by the full faith and credit of the City. The remainder of the City of
Akron’s debt represents bonds secured solely by specified revenue sources.

City of Akron
Outstanding Debt
Governmental Business-type
Activities Activities Total
2003 2004 2003 2004 2003 2004
General Obligation Bonds $ 202,357,447  § 186974564 $§ 3,763,196 $ 2856881  § 206,120,643 § 189,831,445
OPWC Loan 5,197,627 5,336,703 3,229,272 3,059,266 9,026,899 8,395,969
Ohio Department of
Development Loan 978,212 1,416,362 - 978,212 1,416,362
Non-Tax Revenue Bonds 29,065,000 27,725,000 - - 29,065,000 27,725,000
Income Tax Revenue Bonds 8,910,000 220,625,000 - - 8,910,000 220,625,000
Special Revenue Bonds 50,260,000 48,325,000 - - 50,260,000 48,325,000
Special Assessment
Bonds and Notes 20,777,232 20,491,318 - - 20,777,232 20,491,318
SIB Loan 7,758,500 - - - 7,758,500
Mortgage Revenue Bonds 59,045,000 54,035,000 59,045,000 54,035,000
Revenue Bonds - 43,465,000 41,135,000 43,465,000 41,135,000
OWDA Loan - 43,091,983 60,518,215 43,091,983 60,518,215

$ 318,145,518

$ 518652447 $ 152,594,451

$ 161,604,362

$ 470,739,969

$ 680,256,809

The City of Akron’s total debt outstanding increased by $209,516,840 (44.51%) during
the current fiscal year. The net increase (new issues less redemptions) from 2003 to 2004
in Income Tax Revenue bonds outstanding is $211,715,000; SIB loan, $7,758,500;
OWDA loan, $17,426,232; and Ohio Department of Development Loan, $438,150. The
remaining debt outstanding decreased $27,821,042 from the prior year.

The City of Akron issued Income Tax Revenue bonds of $215,000,000 to fund the over
50% of the Local Share of the Community Learning Centers project.

The City of Akron’s General Obligation bond ratings are AA- from Fitch, Al from
Moody’s, and AA- from Standard & Poor’s. The insured Water and Sewer Revenue
bonds are rated AAA from Fitch, Aaa from Moody’s, and AAA from Standard & Poor’s.

The Ohio Revised Code provides that the outstanding general obligation bonds less self
supporting debt (e.g., income tax backed projects) of the municipal corporation, whether
or not approved by the electors, shall not exceed 10.5% of the assessed value of all

property in the municipal corporation as listed and assessed for taxation. In addition, the
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unvoted net debt of municipal corporations cannot exceed 5.5% of total assessed value of
property. The City of Akron’s total debt limit (10.5%) is $336,167,580, and the total
unvoted net debt limit (5.5%) is $176,087,780.

Additional information on the City of Akron’s long-term debt can be found in Notes 10-
11 on pages 69-82.

Economic Factors and Next Year’s Budgets and Rates

e Akron’s average annual unemployment rate at year-end was 7.1%, compared to
7.1% in the prior year.

e The City of Akron budgeted a 2% increase in income tax collections for 2005.

In the 2005 budget, the General Fund unencumbered fund balance is projecting only a
$173,276 increase.

Request for Information
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